
Forex Foundations

MODULE 2:  BASIC TERMINOLOGY



Disclaimer

No one should
consider the information disseminated by TWP to be personalized investment
advice, a recommendation to buy, sell or hold any investment, an offer (or a

solicitation of an offer) to buy or sell any investment, or the provision of
any other kind of advice that would require TWP to register as a broker-dealer,
investment adviser or 
similar entity. No one associated with TWP is authorized
to make any representation to the contrary.
TWP provides information that its
customers may use to make their own 
investment decisions.

However, any customer
will be responsible for considering such information carefully and evaluating
how it might relate to that viewer’s own decision to buy, sell or hold any

investment. Such decisions must be based on that customer’s individual and
independent evaluation of his or her financial circumstances, investment
objectives, risk 
tolerance, liquidity needs, family commitments, and other
factors, not in reliance on any information obtained from TWP.

Statements by any person (whether
identified as associated with TWP or any other entity) represent the opinions
of that person only and do not necessarily reflect the 
opinions of TWP or any
other person associated with TWP.

It is possible that any individual
providing information or expressing an opinion on any TWP program may hold an
investment position (or may be contemplating holding an 
investment position)
that is inconsistent with the information provided or the opinion being
expressed. This may reflect the financial or other circumstances of the
individual or 
it may reflect some other consideration.

Customers of TWP
programs and consumers of its content should take this into account when
evaluating the information provided or the opinion being expressed.
Although 
TWP strives to provide accurate
and reliable information from sources that it believes to be reliable, TWP
makes no guarantees as to the accuracy, completeness, timeliness, 
or
correctness of any such information.

TWP makes no guarantee or promise of any
kind, express or implied, that anyone will profit from or avoid losses from
using information disseminated through TWP.
All 
investments are subject to risk of
loss, which you should consider in making any investment decisions. Customers
of TWP programs should consult with their financial 
advisors, attorneys,
accountants or other qualified professionals prior to making any investment
decision.

The risk of loss in trading options and
futures can be substantial. You should therefore carefully consider whether
such trading is suitable for you in light of your
financial 
condition. The high degree of leverage that is often obtainable in
options and futures trading may benefit you as well as conversely lead to large
losses beyond your initial 
investment. Past results are not indicative of
future results. No representation is being made that any account will or is
likely to achieve profits similar to
those shown.
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Basic Forex Terminology

Pips (Percentage in Point)

Definition: The smallest price movement in a currency pair, usually measured in the fourth 
decimal place. It represents the change in value between two currencies.

Lots

Definition: The standardized quantity in which forex trades are conducted. Different types 
include standard lots (100,000 units), mini lots (10,000 units), and micro lots (1,000 units).

Spread

Definition: The difference between the buying (ask) and selling (bid) prices of a currency 
pair. It represents the broker's fee for facilitating the trade.

©2022 Proprietary and Confidential. All Rights Reserved. 3



Basic Forex Terminology

Margin

Definition:  The amount of money required to open and maintain a leveraged position. It acts as a 
security deposit, ensuring traders can control larger positions with a smaller amount of capital.

Leverage

Definition: The ability to control a large position in the market with a relatively small amount of 
capital. While leverage magnifies potential profits, it also increases the risk of significant losses.

Bid Price

Definition: The price at which a trader can sell a currency pair. It is always lower than the ask 
price.
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Basic Forex Terminology

Ask Price

Definition: The price at which a trader can buy a currency pair. It is always higher than the 
bid price.

Currency Pair

Definition: The pairing of two currencies in a trade. It consists of a base currency and a 
quote currency, and the exchange rate reflects the amount of quote currency needed to 
purchase one unit of the base currency.

Cross Currency Pair

Definition: A currency pair that does not include the U.S. Dollar (USD). Cross currency pairs 
involve the direct exchange between two other currencies.
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Basic Forex Terminology

Central Banks

Definition: Financial institutions responsible for implementing monetary policy and 
regulating the money supply. Central banks play a crucial role in influencing currency 
values.

Commercial Banks

Definition: Financial institutions that provide services such as currency exchange, loans, 
and deposits. They act as intermediaries in the forex market.

Institutional Investors

Definition: Large entities, such as hedge funds and pension funds, that engage in 
substantial trading volumes. Their actions can significantly impact market trends.
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Basic Forex Terminology

Retail Traders

Definition: Individual traders who participate in the forex market through online platforms provided by brokers. Retail 
traders are not institutional investors.

Brokers

Definition: Intermediaries that facilitate currency trades between retail traders and the interbank forex market. They 
offer trading platforms and access to the market.

Long Position

Definition: A position where a trader buys a currency with the expectation that its value will increase. In essence, it's a 
bet on the currency's appreciation.

Short Position

Definition: A position where a trader sells a currency with the expectation that its value will decrease. It's a speculative 
move betting on the currency's depreciation.
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Basic Forex Terminology

Liquidity:

Definition: The degree to which an asset or security can be quickly bought or sold in the 
market without affecting its price. Higher liquidity is desirable for forex traders.

Liquidity Providers

Definition: Entities, often major banks, that ensure there is enough liquidity in the market for 
smooth operations. They contribute to the availability of buyers and sellers.

Carry Trade

Definition: A trading strategy where an investor borrows money in a currency with a low-
interest rate and invests it in a currency with a higher interest rate to earn the interest rate 
differential.
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Basic Forex Terminology

Drawdown

Definition: The peak-to-trough decline in a trader's or a fund's capital. It represents the 
percentage loss from the highest point to the lowest point.

Base Currency

Definition: The first currency in a currency pair. It represents the unit of exchange or the 
currency that the trader is buying or selling.

Quote Currency

Definition: The second currency in a currency pair. It represents the currency in which the 
exchange rate is quoted, and it is the currency being bought or sold.
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Summary
Understanding these terms is crucial for navigating the forex market
and making informed trading decisions.
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